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Trends in Personal Income 


Although the importance of manufacturing as a source of New England personal 
income is declining, the shift so far has not been adequate to appreciably reduce 
fluctuations in personal income. Manufacturing is traditionally more sensitive to 
business fluctuations than other sources of income. This is because of fluctuations 
in demand for the products of manufacturing. 

Manufacturing provides almost one-third of total personal income in New 
England. In the postwar years, however, it has been decreasing in importance, 
while income from the service industries and government income payments have 
increased. 

Despite this shifting importance of manufacturing, New England felt the impact 
of the business recession in 1958 more than less industrialized regions. New England 
had only a 2 percent increase in personal income from 1957 to 1958. The other 
highly industrialized regions — the mid-east and the Great Lakes — also had rates of 
growth of 2 percent or less. But the less industrialized regions, the central, southern, 
and western areas, had growth rates of 4 and 5 percent. 
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This does not mean that the increased impor- 
tance of nonmanufacturing has not been helpful. 
It was partly because of these other sources of 
income that there was not an actual decline in 
total personal income. 

Income from manufacturing declined 5 per- 
cent in New England last year from its 1957 
level, but this was offset by increases in other 
sectors. Government income disbursements in- 
creased substantially. These included wage and 
salary payments, old age survivors insurance 
benefits, and unemployment compensation. 

Two types of nonmanufacturing industries 
had increases last year. These were the service 
industries, with an 8 percent rise, and the dis- 
tributive industries, up 2 percent. (Distributive 
industries include wholesale and retail trade, 
transportation, and communications and public 
utilities.) ‘There was a large percentage increase 
in farm income, but this source is not important 
enough in New England to substantially offset 
other losses. In the less industrialized regions of 
the nation, where farm income comprises from 
one- to two-fifths of total personal income, gains 
in farm income accounted for as much as one- 
third of the total income advance in 1958. 

Most of the income 


civilian industrial income from 1946 to 1958. 
Government income disbursements to nonmili- 
tary personnel have increased 3 percent. Income 
from these two sources has increased because of 
increases in personnel and increases in wages 
paid to employes. 

The distributive industries have declined 
2 percentage points in relative importance. In 
these industries both employment and wages 
have not increased to the same extent as in other 
nonmanufacturing sectors. 


Manufacturing Changes 


Only a part of the shift in employment from 
manufacturing to nonmanufacturing can be seen 
from an examination of changes in income. 
This is so because of the lower wages paid in 
the tertiary industries than in manufacturing. 
The declining importance of manufacturing em- 
ployment is the result of productivity increases, 
which have allowed increased output with a 
fewer number of workers. 

Although the shift away from the importance 
of manufacturing increases New England’s sta- 
bility, shifts within manufacturing are working 
in the opposite direction. Since the war the 
region has had an increase in the relative im- 
portance of durable goods industries as a source 
of manufacturing income. 

Durable goods industries are particularly vul- 
nerable in a business decline because purchases 
of durable commodities, which do not wear out 
quickly, can be deferred when incomes fall. 
Stocks of durable goods accumulate, and durable 
goods manufacturers reduce production sharply 
when business activity becomes depressed. The 
fall in production causes a reduction of employ- 
ment, which in turn causes a reduction in the 
income flowing from durable goods industries. 

The relative importance of durable goods in- 
dustries has risen 10 percentage points in the 
region since 1948, while nondurables have de- 
creased by this percentage. This shift reflects the 
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decline of the textile industry and the increase 
in activity of the nonelectrical machinery, elec- 
trical machinery, and transportation industries. 
Thus, one can expect great instability of New 
England manufacturing income in the face of a 
business decline because of the greater impor- 
tance of durable goods industries. 


Per Capita Income 

One would expect to find the amount of in- 
come per person higher in an industrial region 
because of the higher wages received in industry 
than in farming. Indeed, New England’s per 
capita income was higher than in the less indus- 
trialized areas last year with the exception of the 
Far West. Data on 1958 incomes, released by the 
Department of Commerce in its August 1959 
Survey of Current Business, show that New Eng- 
land’s per capita income increased $20 last year 
to $2,335, placing it 14 percent higher than the 
national average of $2,057. 

The percentage by which New England’s per 
capita income exceeds the national average has 
been increasing over the postwar period. These 
comparisons between the regional and national 
per capita incomes indicate the market potential 
that exists in New England for the goods pro- 
duced both inside and outside the region. 
Connecticut’s great dependence upon private 
nonfarm income is also reflected in the size of its 
per person income. Its per capita income of 
$2,817 was the highest of any state in the nation 
last year. 

Per capita income reflects both the amount of 
personal income and the size of the population. 
If population increases faster than personal 
income, per capita income will decline. An ex- 
ample of this process was shown by the change 
in per capita income from 1957 to 1958 in both 
Connecticut and Rhode Island. Even though 
total personal income increased in 
these two states last year, their per 
capita income declined 1 percent 
between 1957 and 1958. Per capita 
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in 1949 not only in New England but through- 
out the country because of the business decline. 
Both New England and the nation as a whole 
experienced a 1 percent decline in personal in- 
come in 1949. Three of the less industrialized 
regions of the nation, the Southwest, Rocky 
Mountain, and Far West, had some increases in 
total personal income in 1949. 

Data on total manufacturing income are not 
available for that year, but the amount of change 
in wage and salary income in manufacturing 
indicates a large proportion of the total impact 
that the 1949 recession had upon manufacturing 
income. In New England manufacturing wage 
and salary payments declined 11 percent in 1949 
as compared to an average decline of 6 percent 
for the nation. 

The 1954 recession was much lighter in its 
impact upon income. Both New England and 
the nation registered a slight advance in income 
in 1954, but the rate of growth was sharply 
reduced from that of the previous year. New 
England, as in 1949, showed a greater fall in 
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income for all of New England, 
which was up | percent, exempli- 
fied the reverse process of personal 
income increasing faster than the 
population. 
Income in Recessions 

How does the effect of last year’s 
recession upon New England's per- 
sonal income compare with the 
region’s experience in previous re- 
cessions since World War II? Per- 
sonal income was reduced sharply 
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manufacturing wage income than the national 
average. And again three of the less industrial- 
ized areas showed less sensitivity to the business 
decline. Their percentage gains in income were 
twice that of the New England region. 

The region’s experience in the 1958 business 
decline was similar to that of the 1949 and 1954 
recessions: income was affected more than in 
less industrialized regions. The average rate of 
growth for the nation was 2.5 percent last year, 
compared to 2 percent for New England. The 
region’s income is sensitive to adverse business 
conditions because of its dependence upon man- 
ufacturing for a large proportion of income.* 

Much of the decline last year is attributable 
to decreases in three durable goods industries: 
nonelectrical machinery, fabricated metals and 
primary metals. The decline would have been 
greater in New England except for the fact 
that wages and salaries were maintained in the 
electrical machinery, transportation equipment 
and leather goods industries. 

New England will continue to be a highly 
industrial region in the future because of its 
lack of natural resources and because of its 
supply of highly skilled manpower. But a shift 
in employment from manufacturing to non- 
manufacturing industries would help to alleviate 
the instability of employment. 

It would seem, therefore, that New England is 
dependent upon the services and government to 
give the region greater income stability. An 
increase in employment in the services industries 
has implications for the health of the New Eng- 
land economy. Industry cannot grow without re- 
ceiving an adequate supply of services of many 
types—for example, medical services for the 
maintenance of the workers’ health, educational 
services for the training of workers’ skills and for 
the development of trained management. 

On the other hand, the services industries 
cannot develop to their fullest extent unless 
there is a demand for their services growing out 
of an expanding, healthy, industrial economy. 
The population must have the income available 
to take advantage of more recreational facilities, 
additional private medical and health services, 
and more educational facilities. The high per 
capita incomes which New England residents 
enjoy provide a large market for services of all 
kinds. Moreover, the talent existing in the fields 
of education, research, etc., in New England is 
also able to provide many services to those out- 
side the region. 

. For a discussion of the instability of manufacturing 
employment in New England during the postwar period 


see, “Ups and Downs of Employment,” New England 
Business Review, August 1959. 
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(The following is a portion of a speech de- 
livered by Robert C. Sprague, Chairman of the 
Board of the Federal Reserve Bank of Boston, at 
the 18th Stanford Business Conference, Stanford 
University, July 20, 1959.) 


The outstanding question connected with 
America’s future growth is that of inflation. In- 
flation is now a world problem as well, and has 
been caused by both demand pull and cost push. 
Rather than argue about which factor has been 
the more important cause of inflation, let me 
pose another question. Suppose the behavior of 
the price level could be determined by decree. 
What type of behavior would we choose? Wisdom 
indicates that we want neither the kind of run- 
away inflation experienced in Germany after the 
first world war or the rapidly falling prices we 
associate with deep depression. In between these 
two extremes there is an area of disagreement 
as to whether a stable, a gently-rising, or a gently- 
falling price level contributes the most toward 
economic growth. During our history, we have 
experienced a degree of growth under all three 
conditions. 

Recently, a vociferous minority has argued that 
the price level should be permitted to creep 
uphill at perhaps 2 or 3 percent a year—a grade 
slight enough to give one a feeling of accom- 
plishment but not steep enough to convince one 
to take any precaution against the effect of in- 
creasing altitude. These are the inflationists. 
Such a gradual rise, they argue—unsuccessfully, 
I think—is good for business confidence and the 
state of trade. They maintain that it promotes 
the fullest possible employment of all resources 
without risking the hardship, disappointment, 
discontent and ultimately the breakdowns asso- 
ciated with “galloping inflation.” 

I have strong opinions about these arguments 
not only because I believe they are wrong but 
because they are subtly misleading. Money and 
prices are the keystone of our economic system. 
Most of us play two economic roles—one as con- 
sumer and the other as producer of goods or 
services. As producers, many of us are specialists 
in one way or another. We make exchanges with 
one another in terms of money, and we base 
those exchanges on expectations about the fu- 
ture. Basic here is our assumption that money 
will be as useful to us next year as it is this, or 
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at least we assume that it may be worth only a 
little more or a little less, but we’re not sure 
which. 

If the wisdom of the inflationists were to be 
publicly accepted we would all expect money to 
be worth a little less next year. Prudent men 
and women would then be more anxious to 
spend their money than before, and would prefer 
to hold more of their assets in goods or equities 
than in money or fixed income securities. As 
prices of goods and equities were bid up it would 
appear that their money will be worth even less 
than they thought it would next year. What 
then? They would buy more goods and more 
equities and inflation is off and running. But 
what about the groups of savers who, to quote 
one inflationist, don’t protect themselves because 
they “suffer from inertia or ignorance’? Must 
all skilled artisans or theoretical physicists be 
forced to hire investment advisers or stock mar- 
ket operators to maintain their incomes, or de- 
pend on “escalator” gadgets to redress these in- 
equities? Those whose incomes are most vulner- 
able to attack by inflation usually possess the 
least bargaining power. The heavy weight of 
historical experience clearly shows that there 
is no way of counteracting these effects of infla- 
tion and gearing the economy smoothly to the 
process through prompt and continuous revalua- 
tion of money claims. Used perhaps more widely 
in some countries abroad in recent years, escala- 
tor provisions have bred inefficiencies and have 
been abandoned there, with a return to price 
stabilization through monetary and fiscal poli- 
cies. If we could offset the consequences of in- 
flation, it would make no difference whether we 
operated on a 100 percent price level or one at 
500 percent. But what would be the point? 
Nothing would have been gained. 

My fundamental quarrel with inflation, then, 
is that it is dishonest. But beyond this, the end 
of the inflationary process is likely to lead to 
contraction of business activity. Readjustment is 
necessary before growth can be resumed. The 
cost here is high in these terms but there is an 
added cost—not all the growth potential lost in 
even a moderate recession can be regained in 
recovery years. Some is lost for good. 

Let me emphasize also that the effects of in- 
flation are not wholly internal but may be 
exchanged between nations. To the extent that 


Consequences of Inflation 


all nations, whether by design or accident, per- 
mit their cost and price structures to creep up, 
the immediate danger to us is reduced. But we 
cannot count on this happening. At some points 
we price ourselves out of their markets, and 
there are strong indications that is happening 
to us right now. 

There is another reason for my concluding 
that our objective must be to stop inflation and 
not merely to moderate its course. The effects 
of inflation are magnified, thus stimulating the 
initial rate, by that sector of the economy which 
produces public goods—for national security or 
for public works. Spending for national security 
accounts for half the total of our high-level fed- 
eral budget. Frequently, in the production of 
public goods, the producer is not subject to the 
same kind of competitive pressure as the pro- 
ducer of private goods for individual consumers. 

In another less evident area, inflation or even 
expectation of inflation, disturbs the whole fed- 
eral budget-making process and the disruption 
is magnified with each new high level the budget 
reaches. Disruption of government budget- 
making joins with the expectations of inflation 
in making more difficult the funding of the 
national debt and adjusting the balance between 
short- and long-term securities. Changes in debt 
structure have an important influence on interest 
rates and alter at any given time the liquidity 
of the banking system and the economy at large. 
The effects of inflation or its expectations will be 
pervasive and perverse, gradually loosening the 
foundation and the structure of the economy 
simultaneously. 

Of course there are limits to the pressures 
which monetary authorities can safely exert in 
fighting inflation. Excessive pressures could re- 
sult in triggering a widespread depression. But 
suppose the price level continues to rise despite 
all prudent efforts of monetary authorities. Then 
what? First, the period of rising prices will 
certainly be temporary because the upward 
movement cannot be sustained indefinitely. Sec- 
ond, inflationary pressures will be materially 
reduced and the period of rising prices will be 
significantly shortened if there is wide-spread 
public disapproval of inflation and its support 
by government action. Therefore, we must use 
all our power to combat both general acceptance 
of inflation and its use as a deliberate policy. 
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Most Consumer Prices Higher 


Prices of most goods and services consumers 
purchase are modestly higher than a year ago. 
The major exception is the price of food pur- 
chased for use at home. The United States Con- 
sumer Price Index in August stood 0.9 percent 
higher than in August 1958. This increase is in 
spite of a drop of 2.9 percent in food at home 
prices during the year. Reflecting these develop- 
ments the purchasing power of the dollar de- 
clined by 0.9 of a cent to about 80 cents in terms 
of a 1947-49 dollar. 

Although the over-all year-to-year price in- 
crease is small, it should be noted that most of 
the gain in the price level occurred in the 
months of June and July. Prior to these months 
price declines in foods generally about offset 
increases in prices of most other items. This 
behavior has also characterized basic commodity 
wholesale price movements. In June and July 
food prices advanced seasonally, the other items 
continued to advance, and the Consumer Price 
Index moved up accordingly. In August the de- 
cline in food prices slightly more than offset gains 
in other prices. 

The index of all food prices in August 1959 
was 2.0 percent lower than the record high 
reached in July a year ago. At that time prices 
were boosted by the effects of a severe freeze on 
fruit and vegetable supplies early in the year and 
by shortness in supplies of meat. This year fruit 
and vegetable crops did not suffer, and an im- 
provement has taken place in meat supplies. 
Prices of pork products are down 16.0 percent 
and of lamb, 2.5 percent. Prices of coffee, shorten- 
ing, margarine, lard and eggs were considerably 
lower than a year ago August; egg prices, how- 
ever, were recovering from a decline that started 
last September. Prices of most other foods for 
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home consumption were higher than a year ago 
as were prices of food away from home. 

August prices of commodities other than food 
were 2.1 percent higher than a year ago. Prices of 
durable goods were up 2.6 percent over the year 
while the prices of nondurables less food were 
up 1.5 percent. In the case of durables, most of 
the gains came in automobile prices. In August, 
new car prices were 4.5 percent higher than a year 
ago while used car prices were up more than 
13.3 percent. Favorable sales experiences this year 
have enabled car dealers to avoid the vigorous 
price competition prevalent during last year’s 
slower sales experience. Prices of other durables 
have advanced only slightly during the year. 

Apparel prices were 1.3 percent higher than a 
year ago, largely as a result of a 5.6 percent ad- 
vance in footwear prices. Prices of men’s and 
boys’ wear have increased 0.5 percent while those 
of women’s and girls’ wear were up 0.3 percent 
over a year ago. Prices of other nondurables 
have risen 1.5 percent. 

Reflected in the prices of many of these items 
are sales taxes imposed by various cities and 
states. Rates have increased in some cases, some- 
times across the board on all items taxed, and 
sometimes on specific items such as meals, 
tobacco products and gasoline. 

Prices paid by consumers for services have 
continued their steady upward movement. In 
August, service prices were 2.3 percent higher 
than a year earlier. Medical care service prices 
increased most during the past year, August 
prices being almost 5 percent greater than a 
year ago. Rent has advanced 1.2 percent while 
the cost of other household services has advanced 
at nearly twice that rate. 

The behavior of the Consumer Price Index 
during the next few months will depend on 
several forces that sometimes offset one another. 
One will be the size of the expected seasonal 
decline in food prices. Another will be the 
impact the terms of settlement of the steel strike 
may have on the prices of durable goods. 

Continuing high volume sales at retail stores 
do not indicate that faltering consumer demand 
will contribute to lower prices nor does the re- 
cent upward movement of wholesale prices other 
than for food. Also important will be consumers’ 
choices of new automobiles this fall, following 
the introduction of the new compact models. 
Sales of these models are likely to have an impact 
on the larger cars’ sales, both new and used. 
Finally, there is no evidence to indicate any 
turn in the upward movement in service prices. 
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Summer Tourist Business Rebounds 


Lodging proprietors entertaining their fall 
guests can look back on a near-record summer. 
The 1959 summer vacation business was second 
only to 1957 in the thirteen-year history of the 
Federal Reserve Bank’s survey of New England 
tourist activity. 

The well-tanned faces of vacationers tell of 
some fine summer weather, although periods of 
cool, rainy weather dampened business in some 
areas. Well into the winter, trays of picture 
slides will be produced in an effort to relive 
some of the summer’s experiences. And many 
camera fans and nature lovers have saved time 
to see the fall foliage and keep the vacation 
spirit alive a bit longer. 

Total guest occupancies at lodging places in 
New England showed an increase of 2 percent 
over 1958 for the period May through August. 
A late Labor Day that gave tourists an extra 
week of sun and fun brought the gains for the 
entire season even higher. 

The vacation season got off to an encouraging 
start in May, with occupancies 2 percent ahead 
of last year. The increase came in spite of a two- 
day Memorial Day weekend, instead of three 
days as in 1958. This weekend is of special 
importance as it is the traditional start of sum- 
mer vacationing and accounts for a large part 
of the month’s business. Possibly tourists are 
beginning to prefer the warm but not hot tem- 
peratures of May to mid-summer vacations’ more 
crowded conditions. 

June brought damp, rainy weather to most 
parts of New England for the second consecutive 
year. A moderate | percent gain for all lodging 
places resulted from a 4 percent increase for 
guest houses which more than offset a 2 percent 
decrease for the hotel and inn group. There 
was no spur-of-the-moment business 
to speak of, most business being 
from repeat clientele. 

July vacation business was up 
3 percent. The three northern states 
fared better than southern areas 
where inclement weather continued 
into early July. Although a few 
capacity weeks are never as desirable 
as steady business, many proprietors 
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clear skies brought August totals up 
1 percent from last year. All in 
all, in comparison with 1958 the 
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TOURIST ATTRACTION ATTENDANCE 


summer of 1959 may be considered a good season, 
particularly in the three northern states. Figures 
appear less favorable when compared with 1957, 
the previous record summer season for New Eng- 
land’s vacation lodging. Occupancies this sum- 
mer trailed 1957 by 3 percent. 


Camps and Tourist Sites 

New England private boys’ and girls’ camps 
registered. a modest increase over a year ago. 
A temporary lag in advance bookings made dur- 
ing the winter months was attributed mainly to 
increased competition from summer schools for 
older campers, parents’ desire to keep younger 
children at home, and family travel plans. The 
128 private camps participating in the survey 
reported enrollments up 2 percent this year. 

Camps operated by nonprofit agencies enjoyed 
a similar increase in enrollments. July was up 
2 percent from the previous year, and August 
gained 3 percent. 

Attendance at tourist attractions closely fol- 
lowed weather conditions. Not only out-of-door 
diversions but also museums and historic sites 
registered decreases during the rainy month of 
June, total figures reflecting a decrease of 5 per- 
cent from last year. Clearing skies in July 
brought an increase of 8 percent for that month 
and a 3 percent rise for August. The only type 
of attraction to report consistently high gains for 
the three months was summer theatres, which are 
not greatly affected by changes in weather. 

Figures and comments from outdoor attrac- 
tions indicate that people take advantage of the 
great outdoors whenever possible. The lodging 
proprietors have also noted increasing competi- 
tion from the state parks. This summer, state 
park attendance was up 6 percent over last year. 


VACATION BUSINESS 


LODGING OCCUPANCY 
May-August, 1959 vs. 1958 


Percentage change 
2 


June-August, 1959 vs. 1958 


Percentage increase 
4 











CONSTRUCTION MANUFACTURING 


Millions of Dollars New England Percent 
240 


Seasonally Adjusted Index, 1950-52100 


NEW ENGLAND 


RESIDENTIAL Ra 
. 


e 
MASSACHUSETTS 





MASSACHUSETTS NEW ENGLAND | UNITED STATES 
MANUFACTURING INDEXES (1950-52 = 100) (1950-52 = 100) (1947-49 = 100) 


(seasonally adjusted) Aug. '59 July '59 Aug. '58 | Aug.'59 July 59 Aug. 58 | Aug. '59 July ‘59 Aug. ‘58 


All Manufacturing 121 126r 108 121 122r 108 | 152 157 138 
Primary Metals 72 95r 87 88 95r 82 64 108r 109 


Textiles 48 50 46 69 73 65 n.a. 122 103 
Shoes and Leather 129 127e 120 125 129r 114 n.a. n.a. 103 


Paper WW 107 102 126 124r 117 n.a. 185 166 


1958 figures revised for Massachusetts and New England 











NEW ENGLAND UNITED STATES 
Percent Changefrom: Percent Change from: 


BANKING AND CREDIT Aug. '59 July '59 Aug. '58 Aug. '59 July '59 Aug. '58 
Commercial and Industrial Loans ($ millions) 1,394a + 1 n.a. 28,833a + 1 
(Weekly Reporting Member Banks) 
Deposits ($ millions) 4,385 _ 0 108,665a — 1 
(Weekly Reporting Member Banks) 
Check Payments ($ millions) 7,979 —13 +9 208,131 —12 
(Selected Cities) 
Consumer Installment Credit Outstanding 226 | 249 
(index, 1950-52 = 100) 
TRADE 
Department Store Sales 132 
(index, seas. adj. 1947-49 100) 
Department Store Stocks 147 
(index, seas. adj. 1947-49 = 100) 
EMPLOYMENT, PRICES, MAN-HOURS, & EARNINGS 
Nonagricultural Employment (thousands) 3,600 
Insured Unemployment (thousands) 98 
(excl. R. R. and temporary programs) 
Consumer Prices 126.9 
(index, 1947-49 = 100) (Mass.) 
Production-Worker Man-Hours | 88.5 
(index, 1950 = 100) 
Weekly Earnings in Manufacturing ($) 81.41 
OTHER INDICATORS | (Mass.) 
Construction Contract Awards ($ thous.) 
(3-mos. moving averages, June, July, Aug.) | 
Total 181,206 | 3,466,401 — 5 
Residential | 81,639 | 1,667,559 +14 
Public Works 32,060 564,502 —26 
Electrical Energy Production 2157 - 262.1 +15 
(index, seas. adj. 1947-49 = 100)* 
Business Failures (number) } 54 +32 LASS + 1 
New Business Incorporations (number) | 767 —16 14,329 1 +17 


| 
*Figure for last week of month n.a. = not available | r = revised 


! a = Series revised in July 1959 
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n.d. 











New England BUSINESS REVIEW 





